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The Canadian Economy as the Tories Take Over 


Surmnarv 


. two consecutive years of economic growth. Prime 

Minister Mulroney s Canada is confronted with an 
unemployment rate hovering around 11.2 percent. In 
addition, it faces an interest rate of about 13 percent, a 
budget deficit approaching $25 billion,* and debt servicinq 
payments consuming a quarter of every tax dollar. Faced 
with these economic realities - and his electoral pledge 
not to cut Canada's comprehensive social welfare system' — 
we think Mulroney will do little in the short term to change 
the substance of Liberal economic policy, concentrating ^ 
instead on keeping Canada's sputtering recovery on track. 

His only deviations from Liberal policy to date have been 
the allocation of an additional $343 million for job 
creation and an official appeal for foreign investment. If 
the recovery continues, however, we believe Mulroney in the 
medium term may accept some of the more conservative 
economic policies being pressed on him by the Tory right and 
which he himself probably prefers. These include a 
reexamination of "universality" in social welfare benefits, 
reduced business taxes, deregulation of some domestic 

in ustnes, and a dramatic decrease in federal intervention 
in the economy.^ ^ 
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Economic Prospects 

Canadian economy is headed for a third consecutive year of growth 

percent - which should increase by more thSn 3 
percent in both 1984 and 1985 — and a boom in exports, real GNP ornbahlv 
will rise by 3.5 percent in 1984 and by 2.5 percent in 1985! 


The healthy us economy is driving Canada's recovery. Indeed the 

contagious vitality of US growth Is easing the drag of Canada 'rhigh Interest 

"'^‘'''ity. S1gn\ of recession remai^FjeJ as 

mnHor^hi ^ 'a 11 such durables as automobiles while demand for 

nondurable and services remains weak. In addition, private sector caoital 
investment is growing slowly because productive capacity remainrin wcess and 
many investors are being lured abroad by still higher rate ?f ?etF 

hSw’rrmradd^'irthlr”'^ OT 

- Unemployment - The unemployment rate 1n August was 11.2 percent and 
we believe It is likely to average 11.3 percent for 1984. A slight 
improvement is expected In 1985 - the rate probably falling to 

until 1986. In the near term, we believe that Ottawa will do nomore 

J^eatinf^T lu additional federal funding for job 

creation. In the medium term, however, we expect it to encourage 

hv creation through tax incentives for business' and 

by facilitating foreign investment. 

p Canada's trade position improved during its recession — 
which began later than the US' - because the earlier US recovery 

drompd Canadian raw materials while its impo'rts 

dropped sharply. Imports now are rising with the recovery but 
emand will be moderated by widespread unemployment, high real 
HpmrS f rates, and weak investment in machinery and equipment. US 

Srnl.!/°h maintaining Canada's merchandise trade 

surplus, however, and Canada probably will post current account 
surpluses of about $925 million in 1984 and $310 mil!!onTlSL. 

- la Clation - The inflation rate declined from 5.8 percent in 1983 to 
. percent in 1984. Ottawa remains concerned that inflation might 

nLcf the expected continuing risfl 

onsumer spending, that commodity and energy prices probably will 

win 
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Sablv - The Bank of Canada (BOC) 

i^teSst ratL and'JhP ^ trade-offs between domestic 

n 1984 Tho Lr ? exchange rate of the Canadian dollar. To date 

increased domestic interest rates — from 10 
percent in January to near 13 percent -- in order to limit the 

n? rest’Ja = ?At that th^B^C Util ease 

1T it can do so without further depreciatinq the 

under^K 7 fi already fallen from US 80 cents to iust 

c'l;rrenrac?oui^lV"pi?id^^ boUoSeS'ou't becauL°'oj'a''?ontinu'inq 

^urreriL dccouni: surp lus and an improving investment climate anH i+c - 

aL iSsfand^-^t'^'ro^^" -^duce'interest rates gradual in 

late 1984 and into 1985. Ultimately, however, the BOC's policv 

"’T ^^te^ined’by the level oJ US 
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Table 1, Canadian Economic Statistics 



1980 

1981 

1982 

1983 

1984 

1985* 

GNP (billion $US) 

240.2 

274.6 

288.8 

314.8 

342.5 

368.0 

Real Growth (percent) 

1.0 

3.4 

-4.4 

3.0 

3.5 

2.5 

Consumer Price Index 
(1981=100) 

88.9 

100.0 

110.8 

117.2 

122.5 

128.6 

Percent Increase 

10.1 

12.5 

10.8 

5.8 

4.5 

5.0 

Unemployment (thousands) 

867 

898 

1,305 

1,436 

1,330 

1,300 

Unemployment rate (percent) 

7.5 

7.6 

11.0 

11.9 

11.3 

11.0 

Ml (billion US$) 

19.8 

20.6 

20.7 

22.9 

24.9 

26.2 

Ml Growth (percent) 

6.4 

3.8 

0.7 

10.3 

9.0 

5.0 

^ 


Forecast 
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Table 2. Canadian Current Account 


— Billion US$ 

1979 1980 1981 1982 1983 1984* 


Exports 

Merchandise 
Services 
■ Transfers 
Total 


55.7 

65.7 

70.2 

9.8 

12.1 

12.7 

1.7 

2.3 

2.6 

67.2 

80.1 

85.5 


68.5 

73.5 

90.4 

13.7 

13.0 

13.5 

2.6 

2.3 

2.0 

84.8 

89.8 

105.9 


Imports 

Merchandise 

Services 

Transfers 

Total 

Balance 

Merchandise 

Services 

Transfers 

Total 


52.3 

58.4 

64.1 

18.0 

21.4 

24.6 

1.1 

1.2 

1.3 

71.4 

81.0 

90.0 

3.4 

7.3 

6.1 

-8.2 

-9.3 

-11.9 

.6 

1.1 

1.3 

-4.2 

-0.9 

-4.5 


53.7 

59.2 

68.0 

27.3 

27.6 

35.1 

1.4 

1.6 

1.9 

82.4 

88.4 

105.0 

14.8 

14.3 

22.4 

-13.6 

-13.6 

-21.6 

1.2 

0.7 

0.1 

2.4 

1.4 

0.9 


Estimate based on First Quarter figures. 
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Table 3. Canadian Trade With the United States 


Billion US$ 


Estimated. 


1979 1980 


1981 1982 1983 1984’ 


Exports 







Merchandise 

Services 

38.1 

4 7 

42.0 

c o 

46.9 

47.3 

50.5 

63.5 

Transfers 

Total 

H . / 

0.3 

43.1 

0.4 

47.6 

5.9 

0.4 

53.2 

6.0 

0.4 

53.7 

4.9 

0.3 

57.7 

6.2 

0.3 

70.0 

Imports 







Merchandise 

Services 

Transfers 

Total 

37.9 

11.5 

0.3 

49.7 

40.8 

13.4 
0.3 

54.5 

44.0 

15.3 

0.2 

59.5 

37.7 

16.4 

0.2 

54.3 

38.9 

16.2 

0.3 

55.4 

49.3 

18.2 

0.3 

67.8 

Balance 







Merchandise 

Services 

Transfers 

Total 

* 

0.2 

-6.8 

0.0 

-6.6 

1.2 

-8.2 

0.1 

-6.8 

2.9 

-9.4 

0.2 

-6.3 

9.6 

-10.4 

0.1 

-0.7 

11.6 

-11.3 

0.0 

1.8 

14.2 

-12.0 

0.0 

2.2 


25X1 


c. 

Sanitized Copy Approved for Release 2010/09/03 : CIA-RDP85T00287R001 100790001-5 


25X1 



Sanitized Copy Approved for Release 2010/09/03 : CIA-RDP85T00287R001100790001-5 

I I 

V 


25X1 


Distribution; 


Orig & 1 - Bureau of Canadian Affairs, Dept, of State 


1 - DDI 

1 - DDI Registry 

1 - ADDI 

- 1 - OD/EURA 

2 - Production Staff 
4 - IMC/CB 

1 - Branch file 
1 - Division file 

1 - Author 

EURA/WE/BBC[ ^40ct84) 


25X1 


25X1 


Sanitized Copy Approved for Release 2010/09/03 : CIA-RDP85T00287R001 100790001-5 




Sanitized Copy Approved for Release 2010/09/03 : CIA-RDP85T00287R001100790001-5 


25X1 



Sanitized Copy Approved for Release 2010/09/03 : CIA-RDP85T00287R001 100790001-5 



